C a Ie

to
Mlcrofina,nc,e
· 1· ·on
Com.melrClalzat.
Iges

b
AI:>~,r;l

[:

hi

p per WJ

I[uJOJlesi" Smtapo

;ldd [

luese-!\[<!d

tl)

ni a Campion
.. c1i~1

HI

VI

11 il lY1.

Philip In",s rnrtlu..b ii Wen·hl I1:mlmwtj·

m~.iiu ~Lsc.J.l!ce <:ducat!ml progr= ill Occobc 20'"1. The pre:;clJti\tio[\
.Jdi:lrj!1;~ Eom I! of

~i

th

filled 11

,the- C()n!

~

I~

obs[~le!l-

:lpplic {i

mi rof.

.fHe.

a kl'!.·b Sl.'d

i:

m merei Jliza··

fill

'ples to pro-

The p"per diSGU5SC'.s-KJm~ of the
to microlln;tnc!.' co mmerl:iJaiiut:i()!1. sm:b .Js inapproprill~e

,-iJinr; rmiUlci-] sen'ice:l [0 tht" P

cbaH!.'n

[

of

0110 r ifubsiw~.

rJI.

j>oor u-gubE"j on :I!ld rupervisi /) II. ai/HI lim; rcd mJ.lhJt;1!-

p 'ilY Qf t wi' 'n
sriWtl u. Gi e thll' Iti ~ il~1:l
IlUdi(:.DH of p'rimarur World BilDk ~mp'lti ~e~. th~ pilper mndu.dt"S
witb ;l dl£ctiss.ion ell 11ilmt donor em do [0 rna
ml ro illUln ("
ommer Ub:;uion f .nr.ltd ill :Ii pC>5id,.- dir<!nl n.

m .Ill

Introd ChOn
As .Margueritle Ro bins.on desnibes in The

!JiCTO

1UIlnU

Re-vClhftintl r:fl.e 1980" demonstrated rha •micro nan e c·ou d
provide lar e- cale outI'e~c' p 'oli ably/' :i.nd in . h 1990
"mIcrohnanCi!: be' 1>1TI to de\tc'Iop as lID • odlhStry~ >( 01 p. 54 •
In he 20 o~ the 11C(0 rnnce ind r .',. ob;eai... ~ is to ~iltisty

rb unmet demo nd on :l mu 11 I rger ca.le~ and 0 ph)~ ;1 role'
r-eduon poyen '. W.hil~ much progress bill fell mad~ in
developing a "iable. c,ommerci-al micr .na ce se 0 in he IJ,'ir
f w ec des 'e\'e J j sue r,e-maw thA need t be addresse
hef r tb • du try' 'ill ~e ble t:O Saris . ma !>iv
oild tid!!
clem .1'\ • The . st des r challenges 0 building . ~o nd ~om-

r ial mkrofinan

in

UIiHY indude~

J

unlOll

0

• In ppropriul! donor su s:idu~s
• Poor r'e€fu1B ion and s pen'lSion ot d P051l-[
• Fe

[rig

l\.1Fis

Is that mobiii2.e' savinD's

LimIted. management ~paci ,in Nms
Instrtu ional ll1elficiencie
e d f more di"semll1.rtloll all adoFtion 0

rural mic:m .inanc€ m~th dolngiH
This p er
re
0 e f

lilt'

r.u, ~ ri u1-

ch.uwn

mkro-

e C [IllIJ:ercializarion 2nd concludes witb
i c s ion of
ht! qrp of 0 or p 0 needed to l: sur tkt uu>c indu.strr
mee.rs these rclknues in the year to come. Chemomc IS carreml},.. workin n projec Wlth til ~. iart D v 1 pmel1t B:ink
co do urn 'nr the ·ommerci..lHzation of microfinance i.n our
Ul

Asiac c untri . The . d'n. 0 th.a t d:. wh'
will b
... ~l\blc in 2Q02, will offer:l did naJ insig,bt Ln.to [ r: sp~ci£c
obstacles t comJI;lercializa.t.ioD face by mic::rofi.oance inSLi-utleus ill Ban ladesh. Inoonesil1, t:he llilippl11.e.' nd Sn Lank

[na propria

~

,

nor - ub "die

ODe of Lhe rt:;,)rest obs£, des [0 ommet i ,I microfinanc~ i r.h~
c n in d su idi:za'l:lon f h r
(In, Thl!ln:lu [
can credit donors. with helping to Sl,1ppon he inidal
l: rovgether leu to t e
£ sound l.n in ttl thodoio ies f r miuo£ide ll10pm
nan e, H we er ;lS the microfinMlc" indus! mature-51 ~t ha
b~.come ess elear h w dono s can support r.he on ·,fiU-;rt0
advanc in dJ indnst:ry viridlOU discoungi)1<7'
1 market
meth nisrrlS, Wh.ile donor '!;uPP0tL for .wSTii.rutioDitl capadt),

• 'cts, institutions, ,and res-ear'Ch that

-' still n eded, the val] bilj
i g-r t "no' oit-Io
'or n~lc;mlin kef!' s microf ance in it io, s . rom
r illg
more commercial NUfces 0 C pit l. indudin sa,·ins 0 ibun'

iiLation and commercial

b and ~uity fundill<l'.or example

15 -empla:red l:'f C lltJTlIL. In'mraucmd. lil/:,. u ~'QIZ1IJl:r.
in o'e..'tJtJpl7'lf,; ,mil t'mt"lllf1g mil 1 cuu1lln~ E 1,j'lt·

A" r.i Cl/ fJ~a
~um~

!

firm

.mrmp~nonia.CJf11

Volume

NllIDber::1

hane [lues

{Q

M.I ro if!

o t11 merciahza ti on

1:1<::

ram~en .:Bank cOllrinue~ to

be ODOr depe dem., reporci.ng
and Sil-.5 million of implicit"
ubiidi~ 10 1 8
bi.oson, _D 1 p. 95}, This Ol:m On onor
suppo!::! has kept Gtainten Bank from implementing credit
( dwalo ic th t r nIdio \'ct per.nrional costs and makf' S '-

$16.4 million in direct

;n

'\U:-S U1

P

e

,1

r1"

nm

CtiVI: - 0

r Rcgul

diem .

dOll

;\lnd Supe· ision

MaIiI (;Gunt -ie:> around th world have limited c pacl.~, to regul.!t _nd supervise {heir ria hion31 fin: nc1.11 . sUr. lO s, an

d e:l in c uncri' in p-articular
regulation and supervi:>ioIil. of the

art'

0

tton accue

f01"ll1:,\l

flO

l'1ci~

f PUOy
iY'S e11l..,

tV n- rh-:n: nucrofinance 's cs-peciaLl' needed in dtZ elapin
cQuntries many CQUD ries are ilJ equipped t pr ,rid th addi·
['0 ~l Qve $igh nee
to retuJ e n supervl mic.rofi.:nanc
InS "tmioru; (NIFIs) that mobiLzc d.eposirli, For re<Tulation and
- uper iiii nomic (lfjuan
insciru [ n t be effe~tiv ••1,e
r 'ult
m T ufidt:n( -d tbe dilltrence bet- tc:n tradirional
M<lflC Uld micro i.n.~nce_
omillJn.reguJ:HOr)r adapn,don or

eo

'c oMmee Utst1uuion
follows:
• Lowl?r capit It requiremt11t£. Minimum l;:ap:it:d requirements
sh ulde low nou h t l:p,":lC new nrra.rltS into mi rOfinance bl"Jl! III h enoun w ensure th Cl" arion 0 - a so and
finaneialinstitutioll.
•
ai'tJe1" (JIll my ra~ts, Regu14t '1"S
Id ;Illo""
to
c erg!? highe. imere:r rate in or er to cove .I, her - ramaCli.O;J1S oSl:S associa.ted -ir.h .microf.ina.ncc Jrodin , China
3nd Illd.ia, Ie We) countrie wi1:h huge p remial i rofin fl "e ma.rkers that are re rl inhibiud b 1a s reg.ul:n:iD'
'Usurious intere ra: eli.
• Risk ~igh.ting of 4. u for # er;l{n!d (on•. R uJ t r
should. asses:.sne ;ri.skiness 0 II Is ba ed on '1{f'r.ul por •
folio qu 1i. and r p, V en\. h'slOt ' tarhcl' r.h.an oDrh
\~.lJue fuadi' anal guarantees,
Vohun "Nu

et _

59"

Port(u'

I'ttnu,d h

VJJ1gl!

D:4[1
!\-.win

'f.,
(Y;l[l'1)5 "

C~RU])

:n

lJJV

7\,)JI)

2'1,135," Jl

'~. Z9,IClIfS

II. SC

10, 2- ,~'i

2$ ,UI

12,4.27.1.1: !

iu S&L
mL'W

194,479

S_&.UCl,47I
.s Ll.4)of, '11

S2,7M

J;l)S6,M4

$,f,25

h.mo!
.hli

2..

8

"U·~Il>\,

90J

17.1~1~

S

55+,11fl'.l, I \l

B nJC.l,"n,11
KJfo J'

{USSl
56
_lOO

]7.::(.~

'1.11,50

811Ilal!\J)'Ei

VIR

.~

(LJSS)

(Il ,)

It

3, 79
SIJ~

8...l73,J33
S11).IiB5.111?

I ,~~7..>lti2
I~,

0,111

$1 "ISS <lOS

5100

7l),o 10

!' ,577.778

SIfl8

7, 4(.,,329

Inane.: Nclwtlrl~ nl~l"hcn.

Mi.n
47.17%

.C?,

7_Wll.

I5-L7 %
fjO_61ol li.

ChotL ilge

ri~ro[illanC ' Omm

.-CM;lHz tiOD

sa

Striaer PTQ isioning. Provisioning requL£I:ments
ult'! he.
based on th av r.ag loan. maturity D£ tht partfoli .
M.ic ofin.lnce portfolios tend 0 b ve shon r era
ron urirles, and t.he . t..here ore require [Dore ggressiv
Pl'OVIS10nmg.

• HigJ. e,' "p

raling CO.m aitQ.'(JJ d. i ce - 15 mmag s.m.: U
1 <Ins 2nd d. pQsi 1:bev tend to have high r op rati. . al
cos than do ad.i ion.U banks. Regnlatct Sihould lIot
pE:lll1lize MFIs or.hi er op rat" 'g cG$.s i· the'} au
den -omttatt reasonable .weragt return D I ss~'[
(Bc:.rcnbach and Cl:lUrchhiB 1997, p. 3}.

• Crtstomi.z.ed reporting re.qu i-remen . .-Ot ill! me reponing
re:q\liremen1:s o. uadirional b~nks a applicabJe [0 IF $',
nd mic-roentrepn~nC:l-ll!'s usually cannot produce the S".lme
:Jrnou.TIt of docutnenta[ioD required of rradi ionallending.

ew ' .' . Is. .obilize n'ings
M Sl lero a c:e sdmci.os L ,:! e .s .[ d. ~l op~rat
pro It ..microfinance nOB
rnmcfit 1 or a.ni.z:ation ( GO ,1
b
NO
are ere r ~ul. d fin ci~\t iti 1)(101'1 nd h
. ore ate muo.H ' not pec:nUued to mobi]iz;e client savings.. Even
among co
ere ilL 'crofimulce- insd utio.r:I, ell.- h· ve mobilized a sl1P1i lcant .-unollnl: o· 'volullrnry c.i nt savings. T abJ 1
'~umm rize.£ st:dristi
'-0
0 e f -h mO.l aavllfi ed
i rofin Iltl: institution including !.he amaum [ which the-r fund
ltl!=it lO<!1l orrtoti
Ii h .;fvings. B·
Rak a,l lndon la
(BRI) is a good. xample 0 a minofinanc~ pr vid~f
has
ro 'n si ni'k nd as t 'sulr Q. it's S[1'on commitment to

e

m,lt

~i'lVifi:g

m ' ilizacion. 1n aC1:, BRJ has been :so ~ c:essfuJ tha i s

microfinance divisi.DJ:I h.a... lJ

oss-subsid:i:zin its comme.rj
itution thrall h th recen~ economiC crisis in Indones.ia. The
.nd us r;f ~
. h Ie needs to learn more ;l b 0
mi r,os~yin s
ci;d 1

11

i ision for yearS" nd h b. tped sta ilize the

mobilizafion and can enefit· om the I·essons leam d h BRI
credi uni n ;md ath r In.sutuuons ,M'e Ju.\'e uc£:e sfull
satis red me de.m.ana f r mierosavin ;accoun s.

v

lume .. N wnbe.r .

JDurn

1 of

lcrofinance

it t in

F .

Since manj' 0 [he MFIs ega.n as GOs with iii. social mission
to re
t: poverTy throu
th rovi ion 0 ·lo.an, ew iFJ
bL~Ye lhe .xnan ge:rnen c~p city 0 successfully manage... ommeret J fin ndal inlcrmcdlaT). One 0 the gr.c (cSC needs co
dt:vdop ;l COIIlII1ercial mi
fio.ance indus '15 the huildin of
lIl.uJagemen capaci in he following ar~a:s;
• Ri.,k m nagcment,
1 ts take on til additio l:a] risk
in oh'od ith
in~s rno ilizad.otl. in-I din increl1 ed
liquidit risk. fidu larJ" IT k, int¢resl r.l[~ risk. ilnJ c_' hangc
ra.tc: risks. morl! risk roam c.ment xpr::rtis~ is Deed d atth.~
board and enior managemeot Ie e •
• Ala geme'rlt ll'i,}rmalum and mte.ynrtl omtro!. As
Is
grow l-he r need to ensu.e [holt therr managem.ent: 110d
imewal comrol systems a responsf e to the
,haJl ing

rs

fisk pt'omc~·:3ud man geme111 S changrn<> ~ ds [e. inform don to moni or and
• Ma:rkett1lt1

and

C

Jl1..l"oj thes risks.

TfSPOnstv nes • To .1.1 fy dem nd
nts, 'M:Fh need to ~ cr understand. and

C1/swnU!

cr

and re aiD good
respond 0 t ei c1ienrs' divers·e mancia] n~ed5 and customer service preferences.
• HI tmw re Qur ae'l./ frrtnnem.
compe hive MFIs otten los
ir besT
loy es u) he
wmp irion.:MF need help in oe:ve1o i g 0 nd h :.l
reSOurce policies and in C!'nllvc: li~ S ems ( ensure Ul L,the.
retain the be.s empl(}yec$ in cos ffecrive mannel'.
-I

Institutional Ine' ie"en i s
Over tbe' r history, man MRs h<lve found Vi olJ! S 0 increase
productil;'ityand ;fficien~ "-and to lower ~osts. These effldenc.'
inlpl"Q\Fe ea(
nve helped . .eve a1
1. 0 <lchieve oper;tdOTHll

r ;ma,l self-sufii len y Asia bo·srs SO Die: of the mO!>l
cl1icient micro In.1llce mstiruticms with both the Association
01' Social A nncement (ASA
(Ban.. lad.es:h) aod ERI
Qnnan i) reponing dmLni~tra' !!xpense ar;.· of allly
10.5% an 1.1, in 1998 Ie pectively ("'a pioa, 20 C, p. 3).
Th~ ~"cr<l~' a.dmioistrn ive ex, ellS r tic of th %
iFLs:

:!l1d

Volume

ChaU~n"'es

to J.j ro illanCe

ommerclaliztltlOn

omamed in the
i r ~nking B Ilerin in 1<]98 ali .6%.
Ho e"rr more {FIs iU ll'ct:d to lower opc:unng ce
f rth~r be On~ i lil in
-r
·ill he ahlt' ro atfract ;} si nific;mt
amoum 0 . oommercial c<lpi aI. To improvl? ef 'clenCr and euswme Ii i fa ci 0. m' n)' F -$ ~re e'pl ritl rhe u e 0 new
t chnol (>-j s, such ~s Palm ' ilms and Sln1lJ."t c;ards 0 lower
as co TS and in l' as~ (')utTe,~ h.

,d for ore, ur E, ,gricu1tural
i r fInance M th dol i
krofio: nee h s been partiLul rI Su"us, ,~I in d n d popuhued LTfban ue s and in Quo neS witb Jar" inr rm:al ~~CLOrs.
p ~t donor-supported a ricultunJ ling pro a . ams- were
largely msuccess . HOWEver, new rural 'o:ulce models are
being 'p'l red offerl,llg pOl:.emi 1 for ddresrng . ve, r)T i
rural areas. ' he:morU "s
indan o Asslsnu1 e (0 Bank
( 1ABS) pmje-·t has help d sct u miuofinanc un:iu in pri . tc
banks in the hmppine-s. From wOrking on thi.s project and
her Ch lIlollk!i h 1 'r ed rha . tee. f 1
r.a.l microJnf\
r qu're: ha i nanci'al offj,. r be kno i.e ocabl 0
10 I u ~d a riculru 1 mark lS Staodar cro c' 1 s, :m
~.ascmal flu rnar.ions in .r~venue and npt!.llditurfS, B}" build:incr
th capaci.' of
loan ffir;e~-s, lelll'OlllL::S'S Py jeot iuthe:
Philippine.'i haS" f tiIi ed access IO inal1· i j ervic:e
J9',0011
rrowrs a.nd,OOO saver in, previ u l' uJl,der r d 11.11':]
;lrea . ~fru
thr'l': .'e3J'5 1 of the 2.0 rur 1 Ilk Lilli ,i 11
which
pra~fl
h'QS
ork d re pJ' fitahle. B' mal1 trating
that micme:ntl!rp i ..e I [Jding '. profi :ibl 2nd that miITD~

rust:

me

saving •

fl

;l.t

bl" and 1

,nk •re nov i.oll.l:r~

t

t

r e f fWl1d. ol;h

in nrering me: ru1'aJ In:rn c m rk

t•

. Oli1dl +lln

To mmm:arize the commerdaliJ:ation 0 the microfinanc
indu try faces several obst deli tltar Il~
0 be a,dd.rt'S t'd before
world de ,and can be m re adequel
e . tn g oeral,
donor should avoid u5i.n~ direct subs,idi tbat will result .ill
markll:'t dis ord JU. Don·['$ an suppOrt the:- onL.lnutd ~,'d
opmem of the micro l il.RCe ind' try by p 7tog for someVolUl'r.le -I, Number 1

J ourD a]
c:b.nic ]

.di~:i

b.iicr:o-fi nance

0

115<ilsj:a.DCl:

and training. ~u it honld limiL

'lFI. or otl-le )d~llg, In addnto

t

donor

I!irecT

ub-

m ltd

t

f' en .Lr-on.mem:s.in
hic.h
opera.teo y uild.in.g
ill he f"guhno.)' nd superv' .OfY bo ies supporcl
.:1 ion of
edit unllus and cr atin oth~r lIlfol1ll·nion
do
mo\' 3 y fro
nd ne orks,
Jiri!rt U !lid.i
and to' rJ .n a 'it)'-builcIing 'uppor" the
'nduST, wjJI attracr mo
commc:r; ial cap'taJ nd be mer
t:qmpp Ii to "8.'l:is( uumet lo6J1 demand, In 511lis 'ng this
om
m:uld . or f'nall i3 service's
is
IppOr{ 1 w·
In Om peorle'n Tb ir effort
0 ris .lb t' P I.'crt',

ImprQVe

w'n

ott~
1J.il~' SOll1

1.

~~ct;lll

r;bb.rfull~' .J.rgI!1"

'" 1111

,mctUhmul c: pro\·j J
rnctIl"(<.tr

few

iUl:

nor r.ilIl"

I:

~ _~tlminntnul\l~ ~t"~ct

\;u total

~i r

rli.

Ilnll
it union J.ft (o.lD..I:nl:-rtr.\l
u1lltl , "r~ d~Jlc:)t~J prim",m~' rl) mu:r riud bct~
'lFl .

ru.tfo i! mt'arnrc:d ~r~

ill

J.dmini tr.1ti,~ ~~U~~

portiolio

kCliID

i ed

or s

8ctu.tlbilCL,5 6:; CJlUrrhill, C (19 7). Rt' rll,••ivn.11 d i:Jpcr7liJitm o.fllliVO{iuilflft
il;:~lt1lUm!.

PllJ:l~r

Ex . 'J~t!~ (rom Lrtlfl

I. Micr

\11.11DC

I

C:~IJ!lPIOIJ. A - Wbml. V. ( 99 ).
,iUI:j"l/!"'1imct ~ (.;0;

Ii rQ'Fifi'lfl

Pu liC3ti
CUnpllll:l, A,

I!

Gllrp-rct~r,]

1, •
n

'I

mea

>l/i'tca. OU:ll!oillj:ur

[) ".

IsrribLlr.:j

r

•

h11tltl(trO'T.1slJ

mlJt3mflrpba!u: tnmf!f}T~'Hl71 ~

ffglJf<UI?Jflin(J.7[C

itHtlt. till'l•. ().: ..!S!Ocal Pap-;:r

erw, rk.

·'"illOblngron. DC:

(100). lmprrJt'l'rig mtf!ff'llft rorlqyJf

>$[NhuYdld

\' P.

,rrdn"rw

1\l.tcrQ 1R J:jc.~

fiW'

rk.

Qlrl;..

& Pi Irk.
(20CO}. ,-t IT":~ m"nl1gpm:m .fr.lm=:Q-rk jQ'" m"'~QJ '
rmtmr.rlolJj·. Dt!uuchl! Gl.'.!o 1l.l.Ch::lfr fiir chrl.l t!il Z\lYlll.fll~ rht:'1T

I"GTZ G hH.

Dill r.

Uin.

~.

WllshlO t 'II, D.
tlJ1J1(t!

.', hi,t

l'\lblj~f1oD.

I' C

.11.

)Il'nrriltl, AUl2 .JlUf

r: ....l)rk.

h'bor-n G

b, i r

NT! " ri Y.

",.~ ... ,~u.. 1.'.

EJt!i tI•• 1
A ..1:",,"1::' IP{Jro..rrh 10 r J' (brAnrw ;
J...iiJf-d ar. .tlJe pllJJj,lipUlLO£ %peri/!, ~L Chem lI:'L 11J[l!. lI~t

,unmp;[o,

c.

·,t.bl.'mullln.~

'U.

n..tL

In

Volum¢

LImber _

Ch.l1eng~s lO MicrOHn:l.D ~

liclpun.

~br;'l

(Ed,.

zc.

c~ MkrQfimmr:~

in chI:'

Commerci liz don

I'Jt'W

rrlillnmHlm: E

/amc:v,

CUf~ama ~"tu :ad'lIm. I1f1IJ' rnmmlTd.rliz.?nr.TI. Th~ MicrDFllLlllr:~ 1 J~t",-or.k.

lldu.ogto1), DC. www..lIl1:nNwGrk.oYJ:.,
.Ulc:foB;1lN!mg 'ulll'tLn.. (1'ifS' • ]\Jly). I u • IQ."

..

1m

Jnv;

W.lshingmfl• .D

l~u'lbund

b\· Pillet Pulll c rum~.
·.I:~ml: .dow.oom.
R91mnoll. M~TlIuC:r1t~. (.:!C )1, TfI(' !mao lPr.tnCE ~'f,.ollflhl'1l; SI~~!,nT1(lJ:,Jc
jiJ,' tb •PfJ 11", The ' orid .Bllln • \l as.hmgron, D .

o.lume 4:

urn ber ~

~",m,"t"

53

